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Report of lndepcndrnt Registered Public Accounting Firm 

To thc Board of Dircaors and Stockholders of 
Discovery Communications. Inc.: 
In  ow opinion, the accompanying consolidated balance s h e s  and relaled conrolidalcd statements of operations. of 
changes in swcWIoIdCrs' deficiL and of cash flows. present fairly, in all material respects, the consolidated rmancial 
pasition of Discovery Communications. Inc and its rubsidiancs at December 31,2006 and December 31,2005, and the 
rcsuI1s of their operations and their cash flows for each of the thrcc years in the pc&d ended December 31. 2006 in 
conformity with accounting pnlviples generally accepled in the United Statfs of America. These financial statements are 
the responsibility of the Company's management; our responsibility is to exprss  an opinion on theso financial stalemeals 
based on our audits. We conductcd our audits ofthcse statements in  accordance wilh the standards ofthe Public Company 
Aecounong Oversight Board (United States). Thore standards require that we plan and perform the audit to obtain 
reasonable assurance aboul whether the financial Staternenis are free of material misstatement. An audil includes 
examining, on a test basis, evidence suppotting the amounts and disclosures in the financial slatements, assessing lhe 
accounting principles used and significant esimales made by management. and evalualing lhe overall financial statement 
presentation. We believe that our audils provide a reasonable basis for our opinion. 

IsTricewatcrhouscCmpcrs U P  
McLeul. Virgma 
Fcbruary 23, 2007 
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DISCOVERY COMMUNICATIONS, INC. 

Canrolldated Balance Sheets 

December 31. 

Is Ih-ndr. 
mept  h ~ r e  daU 

2006 __ 7.005 

ASSETS 

Cash md cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 52.263 34.491 
Acwunlr meivable. less zllowancer of $25.115 and $35.079. . . . . . . . . . . . . . . . . . . . . .  657.552 565.401 
Invcnlod cs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  35.116 30.714 
D e f e n d  incOmC t a m  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  76,156 88.765 
Content rights. ne t . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  64,395 55.125 
Other current arretr. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  84.554 56.867 

Total current a s ~ c u  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . 970.636 831.369 
Propeny and equipment, ne1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  424.041 397,578 
Content righs, net, less arrent  portion . . . . . . .  ~~ . . . . . .  1.253.553 1,175,988 
Dcfcrnd launch incentives. . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . .  207.032 255.259 
GoodwiU . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  365,266 254,989 
Inimgiblcs, net. . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . .  107,673 142,938 
Invermnts in and advancer to unconsolidated affiliatcr . . . . . . . . . . . . . . . . . . . . .  15.564 11,528 
Ikfcrrcd income taxxcs~ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - 69.316 
Otherarelr . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  32,788 35.655 
TOTAL ASSETS ~. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $3,376,553 3,174.620 

Cuncnl liabilities 

cunent assets 

___ ~. 
_ _ ~  

~- 
_ _ _ _ _  _ _ ~  

LIABlLITIES AND STDCKHOLDERS' DEFICIT 

Accounts p a p b k  and accrued liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  S 316,804 283,326 
Accrued payroll and employee bemfili. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  122,431 88,oOO 
Launch inccntivcr payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  17,978 22,655 
Conknt riphs payable. . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . .  57.694 97,075 
Cunenl portion of long-term incentive plan liab E S . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . .  43.274 20,690 
Cumnt portion of long-em debr . ~ . .  . . . . . . . . . . . . . . . . . .  7546 6.470 
lncomc tmcs payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  55264 51.226 
Uncuned revenue. ,  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  68.339 89.803 
Other cummt liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  45,194 33220 

Total current liabilirics . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  734524 692,465 
Long-term debt, less current ponion. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,633,237 2,590,440 

Launch inantivcs payablc. less c~rrcnt  podon. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  10.791 21.910 

_ _ _ _  

Derivative financial in~1TYmcnrs. less currcnr @on . . . . . . . . . . . . . . . . . . . . . .  8,282 18,592 

Long-term incentive plan liabilitics. lers current ponion . . . . . . . . . . . . . . .  41,186 25.380 
Content dghu payable. less cunent ponion. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3,846 4.380 
Dcfcncd income laxc6. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . 46.289 
Other liabilities.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . 64.861 31.309 
Total liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3,543,016 3,384,476 
Mandalodly mdecmabls inlercsts in wbridiafm . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  94,825 272.502 
Cornmimenu and contingencies 
Stockholders' ddki t  
Class A common stoel; 5.01 par valuc; IW.WO shares aulhonzed: 51.1 19 shares i r r u d ,  less 

_- 
_ _ _ _  
_ _ ~  

719 sharesof treasury stock . . . . . . . . . . . . . . . . . . . . .  I 1 
Clacr B common smck; J.01 par value, 60,Mx) shuts  auihori 

Additional pidd-in capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  21.W3 21.093 
Accumulated deficit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . .  (306.135) (513,311) 
Accumulated other comprehensive income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  23.753 9,859 
Told sfDckholoers' aehclt GGk- 
TOTPLt LIABILITIES AND STOCKHOLDERS' DEFICIT . . . . . . . . . . . . . . . . . .  $3376.553 3,174,620 

- .- 
issued and held in vc~sury stock 

-- 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  _ _ _ _  -- 

?%e accompanying notes KC an integral pan of these consolidatcd financial Statements. 
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DISCOVERY COMMUNICATIONS, M C .  

Consolidated Stalemenu of Operations 

OPERATING REVENUE 
Advertising. . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . .  

Distribution . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Olher . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Told operating revenue. . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Cost of revenue, exclusive of depreciation shown below.  . . . . . . . . . .  
Selling. gcncral & administrative.. . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Depreciation & amortiration.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Cain on sale of long-lived asset. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total operating expenses 

INCOME FROM OPERATIONS . . . . . . . . . . . . . . . . . . . . . . . . .  

OTHER INCOME (EXPENSE) 
Interest. "Ct . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Realized and unrealized gains fmm derivative instruments. net. . . . . . . . .  
Minority interests in consolidated subsidiaries . . . . . . . . . . . . . . . . . . . . . .  
Equity in earnings of unconsolidated affiliates . . . . . . . . . . . . . . . . . . . . . .  
Other. net. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total other cxpcnsc, ne1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
INCOME BEFORE INCOME TAXES. . . . . . . . . . . . . . . . . . . . . . . .  

Income lax expense.. . . . . . . . .  . . . . . . . . . . . . . . . . . . .  

NET INCOME . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . .  

Year Ended hkctmbu 31, 
2WS 2004 

~~ 

in thousands 

$1.243.300 
1.434.901 

334,587 

3,012,988 

1,120,377 
1,209,420 

133,634 
- 

2.463.431 

549,557 

( I  94,227) 
22.558 
(2,451) 
7,060 
1,467 

(165.593) 

383,964 

176.788 

$ 207,176 

I ,  187.823 
1.198.686 

285,245 

2,671,754 

979,765 
I.054.816 

123.209 
- 

~ 

2.157.790 

513,964 
~ 

(184,575) 
22,499 

(43,696) 
4.660 
9,111 __ 

(192.w1) 
321.953 

162,343 

159,620 __ 

1,133,807 
976,362 
255,177 

~ 

2.)65,346 

846.316 
927.855 
129.01 I 

(22.007) 
1,881.175 

484.171 
~ 

(167.420) 
45,540 
(54,940) 

171 
2,299 __ 

(L74,350) 
309.821 

141.799 

168.022 = 

The accompanying notes arc an i n k &  p m  of thcsc consolidated financial ~ t a t ~ m ~ n t s  
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DISCOVERY COMMUNICATIONS, INC. 

Consolidated Statements of Cash Flows 

OPERATING ACTIVITIES 
Net income . . . . . . . . , . . . . 
Adjustments 10 reconcile net income IO cash provided by operations 
Depreciation and amntization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Amortization of deferred launch incentives and rcpresenlation nghlr . . . . 
Provision for 10ss.s on accounls receivable.. . . . . . . . . . . . . . . . 
Expenses arising fmm long-term inecntivc plans . . . . . . . . . . . . . . . . . . . 

Defcrrcd irromc taxes . . . . . . , . . . . . . . . . . . . . . . . . . . . . . . . . 
Rcalircd and umedizcd gains on dcrivativc financial instruments, 
Non-ash minoety inkiest chargcs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Gain on sale of invcstments 
Gain on sale of long-livcd asscts. . . , . . . . . . . . . . . . . . . . . . . . . . 
Other noncash (incomc) chargcs . . . . . . . . . . . . . . . . . . . . . . . ~ . . . . 
Changer in m s ~ s  and linbilitics. net of business combinorions 

. . . . . ~ ~. . . . . . . . . . . . . . . . 

Equity in eamings of unconsolidated affiliatcs . . . . . , . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

AcccounU rcccivablc . . . . . . . 
Invcntorics. 
olhn a*scts . . . . . . . . . . . . . . ~ . 
Contcnl rights, ncf of payablcr . . 
Amunts payable and accrued lia I . .  . -  . . . . . . . . .  
Rcpcssntatim rights . . . . . . . . ~ . . . . . . . . . . . . . . . . . . . . . . . . 
Defcmcd launch inccntivcs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Long- tm incentive plan liab cs . . .  . . . . . . . . . . . . . . . . . . . . . .  

. . . . . 
. . . . . . . . ~ ~ . . . . . . . ~ . . ~ ~ . . . . . . . . . . ~. . 

. . . . . . . . . . . . . . . . . . . . . . . . . . 
. . . . . . . . . . . . . . . . . . . . . . . .  

Cash provided by operauans. . . . . . . . . . . . . . . . . . . . 
INVESTING ACTIVITIES 
Acquisition of propcny and equipment. . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Business combinations, net of cash acquired . . . . , . . . . . . . . . . . . . . . . . . 
Purchase of  intangibles. . . . . . . . . . . . . 
Invertmenis in and advancer to uneonrol 
Redemption of inrerests in subsidiaries . 
Proceeds from sale of invcstmcns . . . . 
Prweeds from sale of long-lived assen. . . . . . . . . . . . . . . . . . . . . . . ~ ~ . . 
Cash used by inverting ac"vjtics . . . . . . . . . . . . . . ~ . ~. . . . . . . . . . . . 
Flh'ANClNG ACTIVITIES 
Pr-cds from issuancc of long-term debt. . . . . . . . . . . . . ~ . . . . . . . . . . . 
Principal payments of long-term dcbt . . . . . . . . . . . ~ ~ . . . . . . . . . . . . 
Deferred financing fees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Contributions from minniry shareholders . . . . . , . . . . . . . . . . . . . . 

Cash (used) providcd by financing activiocs . . . . . . . . . . . , . . . . . . . . 
Effect of exchangc ,ale changes on cash. . . . . . . . . . . . . . . . . . . . . . . . . . 
CHANGE IN CASH AND CASH EQUNALENTS . . 
Cash and cash equivalents. beginning of year . . . . . . . . 
CASH AND CASH EQWALENTS, END OF YEAR . . . . . . . . . . . . . 

. . . . . . . . . . .  

. . . . . . . . . . . . . . . .  

other fmancing . . . . . . . , . . . . . . . . . . . . . ~ . . . . . . . . . . . . . . . . . . . . . . 

$ 207.176 

133.634 

3,691 
39.233 
(7.060) 

108.903 
(22.558) 

2.45 I 
(1.467) 

2,447 

(84.598) 
(4.560) 
(7,434) 

(84,377) 
13,646 
93.233 

(49.386) 

479.91 1 

77.778 

- 

(841) 

(90,138) 
(194.905) 

- 
- 

i18o.wo) 
1,467 

(463,576) 
- 

~ 

316.813 
(307,030) 

(1.144) - 
(9,963) 
(1.32.21 

2,761 
11,772 
34,491 

S 52,263 - 

159.620 168,022 

123.209 129,011 
83.411 107,757 
12.217 959 
49,465 71.515 
(4.660) (171) 

109.383 l05.522 
(22.499) (45540) 
43,696 54,940 
(12.793) - 
- (22.007) 

9.675 Q,681) 

(37.207) (60,841) 
1.853 4.555 

(99.684) i88,lOO) 
(400) (17,218) 
(583) 
(363) (17,433) 

(92.874) (148.880) 

__ 

14,664 - 
- 22,W7 

(179,240) (249,624) 

1,785.955 1,848.MO 
(1,697,068) (1,699,215) 

(4,810) (8.499) 
603 3.146 

32.153 (30.840) 
116.833 L12.592 

3,723 2,535 
10,209 (9,793) 
24.282 34,015 
34.491 ____ 24,282 

The accompanying nmes are an mregral pan of there consolidated financial Statements. 
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DISCOVERY COMMUNICATIONS, INC. 

Consolidated Statements of Changes in Stockholders' DeRcil 

Rdancr, Dcrunber 31. 2003 ~ . . $1 - 
Comprrhcnslvc income 

Nct inccmc . . . . . . . . . . . . . . . . . .  
Foreign C M C ~ ~  translation. net of tax of 

55.2million . . . . . . . . . . . . . . .  
Unrcalizi loss on invcsmcnts. net of tax 
of $1.7 million . . . . . . . . . . . . . . . .  

. . . . .  Tom1 mmprehcnrivc incomc - - 
Bdsnrc,D11ember31,2004 . . . . . .  S I  - 
Comprehensive income 

Ne! incane . . . . . . . . . . . . . . . . . . . .  
Forcign currency Uandaiion. ne1 of !ax of 

59.6 minion . . . . . . . . . . . . . . . . . .  

21.093 (840,953) 14,323 3,771 - (801,765) 

168,022 

8.409 

(2.592) 
173.839 - ~ _ _ -  -~ 

21.05'3 (672.931) 22.732 1.179 - (627,926) 

159,620 

(16,017) 
Unrcalimd 10s  an invcstmenls. net of far 

of m.1 million . . . . . . . . . . . . . . . .  
Unmmimd gain on cash flow hedge. 

net of lax of $1.3 million . . . . . . .  
Tad compxhsnsivc income . . . . . . . . . .  - 
Bal~nco, December 31, 200.5 . . . . . . . . . .  $1 
Camprehenrive income 

Notincamc . . . . . . . . . . . . . . . . . . .  
Foreign eurrcwq uanslalion. DCI of Ihl 

ofS88rmll ion . . . . . . . .  
unrcalizcd loss on mvcrtmcntr. mt Of 

tax of 10~1 milllo" . . . . . . . . . . . .  
Amonirafion Of gain on cash flaw 

hcdgc. OCL of tax of $0.1 million . . .  
Total mmprehmsivc income . . . . . . . . . .  - 
Balance, December 31,2006 . . . . . . . .  2 - 

(101) 

1,066 
145.568 - _ _ _ _ _ -  -~ 

- 21,093 (513,311) 6.715 I,W8 2.066 (482.358) 

207,176 

14,458 

(355) 

(209) 

723 1.851 (261.288) 
221.U70 - _ _ _ _ _ -  - _ _  

- _ _  - 21.05'3 i306.135) 21.173 - - - - - =  

Thc accompanying notes a c  an intcgral put of thesc consolidated financial statements 
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DISCOVERY COMMUNICATIONS, INC. 

Notes lo Consolidated Financial Statements 

1. Description of Business 

Discovery Communications, Inc. (the “Company”) is a privately-held, globally-diversified entertainment company 
whose operations arc organizcd into four busincss units: US. Networks. Intcrnational Networks. Commerce and 
Education. U.S. Networks opater cable and satellite television networks in lhe United Smcr. including Discovery 
Channel. TLC. Animal Planet, TheTrav.4 Channcl and Discovery Health Channel. International Networks operates cable 
and satellitc tclevision networks worldwidc. including rcgimal variants of Discovery Channel. Animal Planet, Pcopie & 
Arts. Discovery Travel & Living, and Discovery Real Time. Commcrcc operates over IW Discovery Channel retail stores 
and manager consumer VenNreS in the United Stares. Education provides products and services to educational institutions 
and consumers. 

2. Summary of Signincant Aecountlng Policies 

Principles of Consolidarwn 

The consolidated financial statemenu include the accounts of all majority-owned and controlled subsidiaries. In 
addition, the Company evaluates its relationships with other entities to identify whether they are variable interest entities 
as dcftned by financial Accounting Standards Board (“FASB”) lntcrpretation NO. (“FIN”) 46. ‘Consolidation of Variable 
Interest Entities. an lntetprctation of ARB No. 51” as revised in Dcccmber 2W3 CFIN 46R”) and to BISCEP whelher it is 
the p r i m q  benef tc iq  of such entities. Vansbls Inlcrert Entiricr (“VIES”) are generally entides that lack ruff#cicnt equity 
to finance their activities withoutadditional financial support from aherpartiwor whoreequity holders possess rightsnot 
pmponionatc to their ownership. Thc equity mcthcd of accounting is uacd foraffilialer ova which thecompany exercises 
significant influcnce but docs not control. 

All significant intercompany accounts and transactions havc bccn eliminated in consolidation 

Use of Estimates 

The prepantion of financial statements in accordance with generally accepted accounting principles requires 
mansgcment to make c9imatcr and assumptions that affcct the reparted amounts of assets and IiabiIiIies, disclosure of 
contingcnt assets and liabilities at the date of the financial slatcments and the reported amounts of revenue and crpenses 
during the r~poning periods. Anual results may differ from lhore crtimtcr and could havc a material impact on the 
consolidated financial statements. 

The Company has issued redccmablc interests in a number of i ts  consolidated subsidivies for Which redemption 
events arc outside of the Company’s control. Estimatinz the redemption value of these interests requires complex contract 
interpretation and the u s  of fair yduc and future pcrformancc wsumpions. Cenain of OUT vcnNrrs with the Bntish 
Broadcasting Company (”BBC“) are opuatcd under interim or unfinalized agrctmcntr, which convibute to Ihe 
complexity of associated estimates. 

Other significant estimates include the amom2ation rnahcd and recoverability o f  content rights, the valuation and 
recoverability of intangible assets and other long-lived assets. the valuation of defemd t u  asseis, the fair value of 
dcrivativc financial inswments. and the adequacy of ICPC~YCS asrociated with accounts rccdvablc and retail inventory. 

-~ . - _geunr Accounline Pronounccmrnls - 

In July 2006, the FASB issued FASB Intsrprctadon No. 48, Aceoundng for Uncertainty in Income Taxer - an 
interpretation of FASB Statement No. 109 (“FIN 4 0 ,  which clarifies the accounting for uncertainty in income tar 
positions. This Interpretation rcquircs the Company to rccognirc in thc consolidated fmancial statements the impan of a 
tax position that is morc likcly than not to bc sustaincd upon cxaminalion by the applicable taxing authority bascd on the 
technical merits of the position. The provisions of FIN 48 will he effective for the Company as of the bcgiMing of the 
Company’s 2007 fiscal year, with the cumulative effect o f tk  change in accounting principle recorded m an adjustment to 
opening rctained earnings. The Company is currently evaluating the impact of adopting FIN 48 on thc consolidated 
financial statements. 

. 
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DISCOVERY COMMUNICATIONS, INC. 

Notes to Consolidated Financial Statements - (Continued) 

Revenue Recognilion 

Thc Company derives revenue from four primary sources: ( I )  advenising revenue for commercial spots aired on the 
Company's networks. (2) diruibution revenue from cable rystcm and satellite operators (dirmibuton). (31 retail sales of 
consumer products. and (4) educational product and service sales. 

Advertising revenue is recorded net of agency commissions and audience deficiency liabilities in the period 
advertising spots M broadcast. Dirlribution revenue is recognized over the rcrvice Mod, net of launch incentives and 
other vendor consideration. Retail revenues are recogn id  either a? the pointof-sale 01 upon product shipment. 
Fducational servicc and product sales arc generally recognized ratably over the term of the agreement or as the product 
is delivered. 

Advcrliring Cor6 

The Company cxpcnscs advcmnng costs as incurred. The Company incurred advertising costs of $207.7 million, 
$208.6 million and $170.3 million in 2006, 2WS and 2 W .  

Cash and Cash Equiwlcnls 

Highly liquid investments with ori@nal maturities of ninety days or less are recorded as cash equivalents. The 
Companyhad $7.1 milli~nand545~llioninrermictedcarhincludedinothcrcurrent~retsarofDeecmkr31,20ffiand 
2005. Bmkoverdrafis represenring Outstanding checks in excess of funds on deposit are a component of accounts payable 
and total $30.9 million and $40.9 million in 2W6 and 2005. . 

Derivolivc Fimnciof Instrvmenb 

Stafcment of Financial Accounting Standards ("SFAS") No. 133, "Accounting for Derivative Instmmcnts and 
Hedging Abivitics."rcquires evcrydcrivativcinrtment tokrccordedonthc balanccrhcclat fairvdue ascithuanassct 
or a liability. Thc statcmcnt also rcquircs that changcs in ths fair Y ~ Y C  of dwivativcs bc mcognired currsntly in camings 
unlcss spccitiic hcdgc accounting critcria arc met. From time to timc. the Company uses financial instmments designated 
os a cash flaw hcdgs of a fomastcd masaction 10 hcdgc its sxpoaunc~ lo i n k s 1  rab risks. Thc cfftctivs c h a n p  in fair 
valuc of derivatives dcsignatcd as cash flow hcdgcs arc mordcd in accumulated 0th- comprchcnsivc i n c o m  (loss). 
Amounts am rcclassificd from accumulated other comprchsnsivt income (loss) 8s interest e n p a s s  is recorded for debt. 
None of the Company's financial insmmcnts were dcsignabd as a hcdgc in 2006 and 2004 and most of the Company's 
financial instruments wen not dcsignabd as a hedge in 2005. 

Invmtoories 

Inventories arc cmied  at rhe Iowa of cost or market and include inventory acquisition costs. Cost i s  determined 
using the weighted average cost method. 

C O R ~ ~ I  Righrr 

Costs incurred in the direct production. mpmduction or licensing ofcontent rights are capitalired and staled at the 
lawcr of unamortized cost, fair vduc. or net realizable value. The Compny evaluates the net realizable value of content 
by considering the fair value of the underlying produced and co-produced content and lhe net realizable values of the 
licensed content at least annually 

The COSIS of woduced and mproducd  content airing on thc Company's networks arc capitalized and amomzed 
based on the expected realization of ~ v e n u u ,  resulting in an accclerated basis over four yean for developed Dctworks 
(Discovery Channel. "LC, Animal Planet. and Ihc Travel Channel) in the United States, and a straight-line basis over 
three to five years for developing networks in the United States and all International networks. The cost of licensed 
content is capitalized and amonized over the tcrm of the license M o d  based on the expcctcd rcaliration of rcvcnues. 
resulting in an accelerated basis for developed networks in the United Slates. and a straight-line basis for all International 
networks, devclopmg networks in the United States and educational YUIN~S. The costs of content for elcchonic, video 
and hardcopy educational supplements and 1001s for educational ventures are arnonized straight-line Over a three to seven 
year period. 

-. - 
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DISCOVERY COMMUNICATIONS, INC. 

Notes to Consolidsled Financial Sblemenls - (Continued) 

All produced and co-prnduced content is classified u long-lerm. The ponion of the unamonircd liccnrcd content 
balance that will be amonized within one year is clawifid as a currcnt assct. 

Properly and Equipment 

Prapeny and equipment are stated at cost less accumulated dcprcciation. Depreciation i s  recognimi on a smight- 
line basis over thc estimated useful lives of thrct to xvcn  ycars for cquipmcnt. furniture and fixturcr, five to forty yean for 
building S I N C ~ W ~  and construction. and six to thinccn years for iatdlitc transponders. Leasehold iniprovemcnts are 
amonizcd on a straight-line basis overthe lesserof their estimated useful l i v u  or the terms of the relaled leases, beginning 
on the date the asset is put into ysc. Equipment undcr capital lcasc r c p m n t s  the present value of the minimum kasc 
paymenu 81 the inception of the lease, net of accumulated depreciation. 

Capitalized SoJfware Corrr 

All capitalizd software costs a m  for internal use. Capitalization of costs occum during the application devclapmcnt 
stage Costs incurrcd during the pre and port implementation stager are expensed as i n c u d .  Capitalized costs are 
amonizsd on a straight-line basis over their estimated useful lives of one 10 five years. Unamortized capitalized costs 
totaled $61.4 million and $59.1 nullion at December 31. 2W6 and 2005. The Company capitalized softwm c m w  of 
$21.6 million. $23.2 million, and $28.6 rmllion in 2006.2005 and 2004. Amoniiation of capitalized sofrwarccosts ultaled 
$18.3 million. $19.3 million. and 518.4 million during 2006.2005 and 2004. Wrile-offr ofcapitalized software totalcd 
$1.0 million .and $4.0 million in 2006 and 2004: there we= no write-offs for capitalized sofrware costs during 2005 

Recovembilify oJ Long-Lived Assets, Goodwill, and Infungible Asrels 

The Company annually assc~scs the carrying value of its acquired intangible asscu, including goodwill. and its othrr 
long-lived assew, including deferred launch incentives, Io dermnine whether impairment may exist, unless indicators of 
impairment become evident requiring immedialc assessment. Goodwill impairment is identified by comparing the fair 
value of the repwting unit to its canying value. If the fair value of thc reponing unit is less than iu carrying value. an 
impairment lorrirrccord~tothccxtcnt thatthcimplicdfairvalucofthcgoodwill within thereporting unit islessthanits 
carrying value. Intangible assets and orb- long-lived asssts am grouped for py'poses of evaluating recoverability at the 
lowest Icvel for which independent cash flows are identifiable. If the carrying amount of an intangible asset, long-lived 
-set, or asset grouping e x d s  its fair value. an impairment loss i s  recognized. Fair valuer for reporting units. goodwill 
and athcr intangible assets are delcrmincd based on discounted cash flows. market multiples. or comparable assets as 
appropriate. 

?he dclcrmination or recoverability of gwdwiU and other intangible and long-lived as~els rcqu~res significant 
judgmcnt and cstimatcs regarding future cash flows, fair values. and the appropiategrouping of asscfs. Such cstimatcs arc 
subject to change and could result in impsirmcnl losses being recognized in lhc futlue.  If different reporting units, assd 
groupings, or different valuation methodologies had been ured. the impairment test results could have differed. 

Deferred hunch  Imentives 

Consideration issucd to cable and satellile distributors i n  cmncction with the cxccution of long-lerm network 
distribution agreements ir defmed and amortized on a $might-line baris as a reduction lo revenue over the e m s  of the 
agrccmcnts. Obligations for fixed launch incentives are recorded at the inception of the agreement. Obligations for 
performance-based m g e m c n w  art recorded when performance thresholds haw k e n  achieved. Followiog the m c w s l  
of a distribution agrccmcot, the remaining deferred consideration i s  amortized ovcrthc cxtcndcd period. Amortization of 
defend launch incentives and interest on unpaia defared I aunch ~ncennvs  was $79.1 million, $14.1 nutlion and 
$98.4 million in 2M)6,2005 and 2004 

.. ~~ 

Foreign Currency Trmrlrrfion 

The Company's foreign rubsidimer' PISCU and liabilities at translated at cxchangs rates in effect at the balsncc 
sheet duc, whilc rcsulu of operations are translated at average exchange rales for the respective periods. The resulting 
translation adjustmenu are included as a separate component of rioc!d,olderr' deficit in accumulated other comprehensive 
income (loss). 
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DISCOVERY COMMUNICATIONS, INC. 

Notes Io  Conrolidated Financial Statemen* - (Confmued) 

Long-rem Incentive Plans 

Prior to October ZWS, rhe Company maintained two unit-bared, cash settled. long-term incentive plans. Under there 
plans, unit awards, which vest over a period of years. were granted to eligible employees and increased or decreased in 
value based on a spcfified formula of Company business mctrics. The Company accounted forthcsc units similar to stock 
appreciation rights and applied tho guidance in FASB lnterprctation Numbcr 28. “Accounting for Stock Issued to 

Employees,” (“FIN 28”). Accordingly, the Company adjusted compensation expense for changes in the accrued value of 
these awards over the period outstanding. 

During August 2W5, the Company discontinued one of its long-term incentive plans and settled all amounts with 
cash payments. In October 2005. the Company established a new long-term incentive plan for certain eligible employees. 
Subsmtially all participants in thc rcmaining plan rcdecmcd thcir vcstcd units for cash payment and rcccived units in the 
new plan 

Under the new plan, eligible employees receive cash settled unit awards indexed to the price of Class A Discovery 
Holding Company (-D€iC’) stock. As the “nib are indexed to the equity of another cntity, the Company treats the units 
similar to a derivative. by determining their fair value each reponing period. Tbe Company attnbvtcs compensation 
expense for thc ncw awards OD a straight-line hasis. the Company attibutcs cornpcnsation cnpcnsc far thc initial grant of 
partially vested units by continujng loapply them 28 m&I that was utilized OYCI the awards’ original vesting periods. 
Once mits we fully vested. the Company recogntzer all mark-to-mark adjurments w fair value in each wcd as 
compensation expense. In March 2W5,Ule Securities and Exchange Commission (the “SEC)  issued S l l f f  Accounting 
Bulletin No. 107 ( T A B  107”) rcgarding the classification of compensation expmse associated with rhare-based payment 
awards.lhs Company has applied theprovisions of SAB 107 and has rtcorded long tcm incentive urmpcnsation crpcnse 
as a component of selling, general and administrative expenses. Prior year amounts have bem reclassified to c d o m  to 
curmnl year prcsentation. 

The Company classifier as a current liability 75% of the intrinsic valw of  the units that arc vested or will become 
vested within one year. This amount corresponds to the value potentially payable should all paicipants separate from Ihe 
Company. Upon voluntary tcminatim of cmploymcnt. the Company distributes 15% of unit benefits. The nmaindcr is 
paid at the one-year anniversary of termination date. 

Mondntarily Redeemable Interests in Suhidinries 

Mindatonly redeemable interests in subsidiaries arc initially recorded ar fair value. For thorc inruumeotr with an 
estimated redemption value. the Company accrctes or denetes to the estimated redemption value ratably over the period 
to the redemption date. Accretion and decreuon me recorded as a component of minority interest expense. For instruments 
with a spccificd ratc of rcmrn. thc Company records interest expense as incurred. Cash rcccipts and payments for the sale 
or purchase of mandatorily ndccmablc intcrcsts in rubsidiarjm arc included as a component of invcstiog cash flows. 

Trenrvry Stock 

Treasury stock is accounted far using the cost method. The repurchased sharer arc held in  ueasury and are presented 
as rf r e i d .  There was no m a s u ~ y  stmk activity for the three years ended December 31. 2006. 

Income Tares 

Income taxes are recorded using the asset and liability method of accounting for income taxes. Deferred income 
taxes reflect the net tax effect of temporary differcnccs ktwccn the carrying amounts of assets and liabilities for financial 
reponing purposes and Ihe amounts used for income mx purposes. A valuation allowance is provided for deferred tar 
asscts If it 1s more likely than n d  such assets will be unrealized. 
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DISCOVERY COMMUNICATIONS, INC. 

Notes to Consolidated Financial Statements - (Continued) 

3. Supplemental Disclosures t o  Consolidated Statements of Cash Flow 
Year Enad Dtcembrr 11, 

3006 2w5 1M1 
I. (h-mds 

_ _ _ _ ~  
Cash paid for acquisitions: 

Fair value of assets acquircd . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $223.293 400 21.414 
Fair value of liabilities assumed . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (28.3881 - (4.196) 

Cash paid for acquisitions. net of cash acquired . . . . . . . . . . . . . . .  194.905 400 17,218 
Cash plid for interest . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $196,195 171,151 166.584 
Cash paid for income taxes.. . . . . . . . . . . . . . . . . . . . .  $70,215 27,678 28,999 . . . . . . . .  

4. Business Combinations 

During February 2006. the Company acquired 9K pccccnr ofDMAX (formcrly known as XXP), a frcc-trrair network 
in Germany. The results of operations have bccn included in thc consalidatcd financial statements since that daie. The 
acquisition of a free-raair network i s  intended to support the Company’s slratcgic prioriry of snengthcning its global 
presence. The aggregate purchase price was $60.2 million primarily in cash. Of the 554.3 million of acquired intangible 
assets. 923.0 million was asigncd 10 contract-based distribution channels subject to amodzation with a uadul lift of 
approximarely 5 years and the remaining balance of $31.3 million to goodwill. 

In March 2006, thc Company acquired all of the outstanding common shires of Antenna Audio Limited (“Antenna’7, 
a provider of audio tours and multimedia at museums and cullural amactions around thc glok. Thc resuILs of Antenna’s 
operations have been included in the consolidated financial statements since that date. The Company acquired Antenna to 
facilitate the expansion of iU brand and mcdia content toother platforms. The aggregate purchase price was $64.4 d l ion .  
pimanly in cash. Oflhc $49.1 million of acquired intangibles. $6.4 million war assigned toarsctrsubjecltoamortilation 
with useful lives between two and  even years and the balance of $42.7 million 10 goodwill. 

In 2m6, rhe Company also acquired the following four entities for a total cost of $70.4 million, which was paid 

- Petfindec.com. a facilitator of pet adoptions and PetsIncredible, a producer a d  distributor of pet-training videos. 
The Company also has cmain contingcnt considcrations in connection with this acquisition payable in thc event 
spccihcbusincss mctrics are achicvcd totaling up lo $13.5 million ovcr3 years. which could result in the recording 
of additional goodwill 

primarily in cash: 

. Clcar~uc and SVE. Inc., a providcr of curriculum-oricntcd mcdia educational prodwll. - Academy123 Inc., a provider of online supplemental. educational content focusing largcly on mathrmatics and 

. Thinklink, Inc., a providcr of fomat ivc  asscssmcnt testing suviccs to schmlr servicing rtvdcnu in grader K 

Gmdwill  recognized for these transactions amount& to $27.9 million. Purchased identifiable intangible assm for 
thsre acquisitions are being amonized on a straight-line basis over lives ranging from one to tcn years (weight&-average 
life of 4.4 years). 

sciences. 

through 12. 
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DISCOVERY COMMUNICATIONS, INC. 

Nom lo Consolidated Financial Statements - (Continued) 

The foilowing table s u r n a m e s  the estimated f a r  values of the assets acquired and the liabilities assumed at ihc 
dates of acq"ISIu0" 

Current assets and content. . . . . . . . . . . . . . . . . . . . .  $10.1 19 21.403 8.843 40.365 
. . . . . . . . . . . . . . . . . . . . . . . .  6.244 1,521 7,765 Oiher iangihlc assets. - 

Finite-lived intangible assets . . . . . . . . . . . . . . . . . . . . .  2 3 , M  6.383 43,989 73,378 
Gmdwill . . . . . .  . . . . . . . . . . . . . . .  31.255 42,667 27.863 101.785 
Liabilities assumed..  . . . . . . . . . . . . . . . . . . . . . . . . . . .  m) (12.340) w) 
Cash paid, net of cash acquired. . . . . . . . . . . . . . . . . . . .  $60.176 64.357 ~ 70.372 194.905 
Pro forma information related to 2006 acquirilions. either individually or in the aggregate. is not emsidered to bc 

material to the Company's consolidated results of operatrans. 

During 2004, the Company completed two acquisitions in its Education division, in which the Company acquired 
cusrnma lisu vslued at 1614.6 million and covenants nor 10 compctc valued ar $0.6 million, which are being amonized 
over their useful liver of rhree years 

5 Content Rightr 

_ _ _ _  - - 

lkmabrr 31, 

io thousands 
C0.ta.l Ilibbh Z W I  2005 

Fmdumd content rights 
Completed . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . .  $ 1,594,549 1,272,331 
In proccss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  161.942 122,366 

Completcd . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  688,023 731.344 
In process . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  86,359 53,704 

Acquired . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . .  229.878 214.1M) 

Content rights, at cost . . . . . . . . . . . . . . . . . . .  2,771.137 2,397,216 
Accumulatcd arnatization . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . .  (1,453.189) (1,166,103) 

Content rights, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,317,948 1.231,113 
Currsnt portion, licensed content rights. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (64,395) (55.125) 

Co-produced content rjghts 

Limnscd mntcnt rights 

Prepaid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  10,386 3,371 

. . . . . . . . . . . . . . . . .  

Nonsuncnt panion . . .  S 1.253.553 1.175.988 

Amwtization of content rights was $696.0 million. 5601.1 million and $494.2 million in 2006.2W5 and Z W ,  and is 
rccordcd as a componcnt of cost of INCOUC. Amoniralion of contcnt rights includcs incremental amortization for ccnain 
programs to net realizable vpluc of 534.6 million. $8.0 million, and $18.7 million in 2006. 2005 and 2W4. 

The Company cstimatss that approximately 86% of unamortized costs of content nghts at December 3 1,2006 will be 
amonizcdwithinthenextihrecyears.TheCompanyexpcdsloamorrrzcr4li.~ 
including in-process and prepaid productions, during the next twelve months 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
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DISCOVERY COMhnlNICATIONS, INC. 

Notes to Consolidated Financial Ststements - (Continued) 

6. Property and  Equipment 

Equipment and software . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . .  $411,583 
Land . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  28.781 
Buildings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . .  153.737 
Fumirm, firturcs, lcarehald improvements and othcr. . . . . . . . . . . . . . . . . . . . . .  217.884 
Asscts m p m ~ s s  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  11833 A 
Ropeny and equipment. at c o s t . .  . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . .  823.818 
Accumulated depreciation and amortization . . . . . . . . . . .  . . . . . . . . . . . . . . .  (399,777 

Roperty and equipment. net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
- 
$ 424,041 - 

347.667 
28,781 

157,896 
187,589 

16,824 

738,757 
(341,179) 

w s i a  ___ 
The cost and accumulated depreciation of equipment unda capital leases was $39.7 million and 5132  million at 

Dccembcr 31,2006. andS23.5 million and $7.0 million at Dcccmbcr31.2005. D~rcc ia t ion  and amortization ofpropmy 
and equipment, including equipment under capital lease. was $89.9 million. 185.0 million and $83.4 million in 2006. 
2005 and 2004. 

7. Sale of Equity lnYeSUnenU and Long-lived Assets 

In April 2006 and January 2005, the Company recorded gains of $1.5 million and $12.8 million, as a component of 
othcr mn-optrating expenses for the sale of certain equity invcstmcnts, previously accounted for under the cost mnhod. 
Thc gains rcprcrmt the difference h w c c n  thc procecds rsceivd and the net book valuc of thc investmen&. 

In 2004. thc Company recorded a net gain o i  622.0 million on the Sale of CeMin television technology patents. The 
transanion closed in August 2004, and the gain represents the sale price less costs (0 sell. The Company expensed all of 
the corn to develop this technology in prior ycm.  

8. Goodwill and Intangible Assets 

Goodwill and lotmgibk A a U  

Gmdwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $3365.266 254.989 
Trademarks 12,322 12,327 . . . .  . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Customer lists. "A of acc l a d  amortization of $136,049 and $111.9 . . . .  26500 38,561 
Dstnbution. net of accumulated amomzation of S4.072 . . . . . . . . . . . . . . .  21331 - 
Othcr. nd of accumulated amortization of $55,283 and 541.107 . . . . . . . . . . . . . . .  47520 24.207 
Representation rights. net of amortization of zero and $69,886 . . . . . . . . . . . . . . . .  - 67,843 

Goodwill and intangible assets, ncl. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $472,939 397927 

Purchase price in excess of the fair value of the assets and liabilitics acquired of 5101 .8 million and $1.1 million was 
morded to goodwill in 2006 and 2004. Changcs of $8.5 miilion. S(2.5) ~ l l i o n .  and 51.6 million in goodwill resulted 
from fluctuations in foreign currcncy in 2006,2005 and 2W4. 

CoodWll and trademarks a ~ e  n a  amortized. Cuswmer lists arc amMiled on a smight-line basis over the estimared 
useful livcs of three 10 scven years. Non-compete as.% are amanired on a straight-line basis o v a  Ihe contractual term of 
one to Y V C ~  years. Othcr intanablcs arc amortized on a straight-line basis over thc estimated useful lives of three to ten 
ycars. 

During April 2006, the Company lerminated its exisling agrement and cntcrd into new agrcuncnts regarding i ts  
exclusive right 10 represen1 BBC America ("BBCA), a cable network, in sales. maIketing. distribution and other 
operational activicla. In exchange for early termination of the previour agreement, the Company reCnvcd 593.2 milhon. 
rcsulring ~n a d c f e n d  gain of S27.7 million. This defcrrcd gain is rccordcd as a compnncnt of o tha  cuncnt and nm-  
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current liabilities, is being amortized on a straight-line basis over lhe six year term of the agreement, and IS reportcd in 
other revenue. The cost of acquiring the  representauon fights was amortized on a suaight-line baris over the fifteen-year 
term of the original agreement, and was rcported as a reduction of other revenue. 

Amonizaiion of intangible assets including representation rights. totaled $46.0 million, $45.0 millim and $41.8 mil- 
lion in 2006, 2005 and 2 W .  The Company estimates that unamortized costs of intangible assets at Dcccmbo 31, 2006 
will be amortized over the next five y e m  as follows: $31.0 million in 2007, $28.3 million in 2008. $13.2 million in 2009. 
$10.4 million in 2010, and $3.4 million in 2011. 

9. lnvatmrnk 

The following table outlines the Company’s less than wholly-owned ventures and the method of accounting during 
2006: 

AamuaUn~ e M d h d  

Joint Venturer vilh Ihr BBC: 
JV Programs LLC (-IVP) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Consolidated 
Joint Vcnturc Network LLC (“IVN”) . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . .  Consolidated 
Animal Planet United States (see Note 1 I ) .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Consolidated 
Animal Planet Europc . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Comlidatcd 

Consolidated Animal Planet Latin America. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
People & Arts Latin America.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Consolidated 
Animal Planet Asia . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Consolidated 
Animal Planet Japan (“APJ”) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Consolidated 
Animal Planet Canada. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Equity 
Ofher Vcnfurer 
Discovery Canada . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Equity 
Discovnylapan . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Equity 
Discovery Health Canada. . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . .  Equity 
Discovery Kids Canada . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Equity 
Discovery Civilizauon Canada,.  . . . . . . . . . . . . . . . . . . . . .  . . . . . .  Equity 
Meteor Srudior . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Equity 

Joint Venturer vilh lhc BBC 

The Company and the BBC have formed several cable and satellite television network joint vcnlures, IW, a ventllre 
to produce and acquire factual-based content. and JVN, a ventllrc to provide debt funding to lhesc pint  ventures. 

In addition to its own funding rcquircmtntr, the Company has arrumcd the BBC funding quircrncm,  giving thc 
Company preferential cash disvibution with these ventures. The Company convols rubsclntially all of the BBC ventures 
and consolidates them accordingly. As thc BBC dmr not haw risk of loss, no losws W C ~ C  allocarcd Io minority i n e s t  for 
consolidated joint ventures with the BBC. and the Company recognizes both its and the BBC‘s share of earnings and 
losscs in the equity method v~ntme with the BBC. 

Inconnection withthcadoptionofFIN46R.theCompanyconcluded hat NPandAPl  areVIErandthcCompanyis . .  
-. ~ enifsrr &ch hid  

aggegate fair value net asset balarres of 658.0 million. There is nominoriry intercst income or expenrefor IVP; finonly 
interestforAPJisanexpenrcof$0.3millionin2W6andincomeofS1.4lnillioninZWSandirreportedaracomponcntaf 
minority interesl expense. Previously, the Company accounted for IVP and API under thc q d t y  method of accounting. 

Ofher Yenlures 

The Company is a partncr in Mhcr international joint ventu~e cable and satellite television netwodw. The Company 
provided nofunding to thcrc vcntu~cs in 2006. Funding to thcscjoint vcnhlrcs totaled $0.2 million and $3.3 million during 
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2005 and 2004. At Decemher 3 I ,  2006. the Company's maximum cnposvre to loss as a result ofits involvcmcnt with thesc 
joint venmrcs is the $15 6 million investment book value and future operating brser. should they occur. of these joint 
ventures that the Company is  obligated to fund. There joint ~cnturcs have nothird parry debt. These other ventures do not 
require consolidation. These other ventures are accounted fD1  under the equity muhod BS the Company does no( have a 
controlling financial intenst. 

Unaudited financial information of the Company's unconsolidated venturer (amounts do not reflect eliminations of 
activity with lhe Company): 

Yur E o d d  Dmmbcr Y1. 
1006 2ws ZOOM ~ - -  

Net Revenue.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $123.486 111.872 163,630 
Income from operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  42.090 41,934 26,201 
Netincome . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  24,463 24,634 8,688 

Currentarsers..  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  5 77,767 68,529 
Total asscts.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  89,058 80,365 
Cumnt liabilitics . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  25.515 24,204 
Total liabilities.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  33.619 33.578 
Total shareholders' equity or panners' capital . . . . . . . . . . . . . . . . . . .  55.439 46,787 

10. Long-Term Debt 

Lamg-Tura I*bl 

$1,000,000.0 Tcrm Loan, due quarterly December 2008 to a t o b n  2010. . . . . .  1,000.ooO 
$1.555.000.0 Rcvolving Loan, due Octobcr 2010. . . . . . . . . . . . . . . . . . . . . . .  249,500 103,WO 

7.81% Senior Notes, semi annual intcrtst, due March 2W6 . . . . . . . . . . . . . . . .  - 300.0W 
8.06% Senior Notes, semi annual interest, due March 2008 . . . . . . . . . . . . . . . .  180,000 
7.45% Senior Notes, semi annual interest, due September 20C9 . . . . . . . . . . . .  55.000 
8.37% Scnior Notes. semi annual intcrcst, due March 201 I . . . . . . . . . . . . . . . .  22O.wO 
8.13% Scnior Notci. semi annual mtcrcst, due Scptcmbcr 2012 . . . . . . . . . . . . .  235.000 
Senior Notes. semi annual interest. due December 2012.. . . . . . . . . . . . . . . . . .  90.000 
6.01% Senior Notes, semi annual interest, due December 2015 . . . . . . .  . . 390.0W 390,000 

$1.000,ooO 

€260.0 Revolving Loan. due April 2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  187.828 - 

18O.ooO 
55,000 
220,oW 
235,000 
90,000 

Obligations under capital leascs . . . . . . . . . . . . . . . . . . . . . . .  . . 32.355 23,910 
other "OlCP payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,100 __ 

Current poltion.. . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (7.546) (6,470) 
Non-current pornon . jWJ/ L .3YU, 

- 

Total long-term debt. .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,640,783 2,596.910 

- __ ~~ 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

In March 2006, the Company's United Kingdom ("UK) rubridiary, Discovery Communications Europc Limited 
("DCEL"), cntcrcd intoa€70,0million thrcc ycarmulticurrcncy rsvolving crcdil agrecmcnr. In April 2006, theUKcrcdi1 
agreement was amended and rcstaled t~ provide for syndication and to increase the revolving cornmitmcnts 10 
C2m.o million. The Company guaranlccs DCEL's obligations vndcr the UK crdir  agrccrncnr Borrowings under chis 
agreement bear intextst atLondon Interbank Offered Rate ("LIBOR") plus an applicable margin based on the Company's 
Icveragc ratios. The cost of thc UK c d i l  agreement also insludcs a fcc on thc rsvolving sommitmcntr (ranging from 
0.1 7610 0.3%) based on the Company's lcveragc ratio. E E L  capitalized f0.7 rdlion (appmximaldy U.S. $1.4 million) 
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of deferred financing cosls as a resull ofthis rransacuon. At the end of 2006 there was f95.9 million (approximately US. 
61 87.8 million) outstanding undcrrhe muliicurrency credit agreement with a weighted average interest rate of5.91%. The 
interest rate during 2W6 averaged 5.628. The UK credit agreement maercs April 2009. 

In  March 2006 the Company borrowed additional funds under its Revolving Loan to redeem the maturing 
S300.0 million Senior Notes. At Ihc end of 2006 there was $1,249.5 million outstanding under the Revolving Loan 
with aweightedavengeinlerestnteofh.3S%. The amount availableunder the Revolving Loan was $1,302.8 million, net 
of amounts cornmined for standby letters of credit of $2.7 million issued under Ihc credit facility. At the end of 200s there 
w u  $I ,103.0 million outstanding with a werghted interest rate of 5.32%. The average interest nte under the U.S. Credit 
Agreement was 6.01% and 4.41% in 2006 and 2005. 

In October 2005, the Company refinanced io syndicated bank credit agrccmcnt. =placing the exirring Tern Loan 
and lhhe Revolving Facility. which had principal payments beginning in 2w7 and final maturity in 2 W .  wirh a ocw 
$1,000 million  tern^ Loan and 51,555 million Rcvolving Facility. with principal payments beginning in 2M)8 and final 
maturity in  2010. The Term and Rcvolving Loans are unsecured. Inle$est. which is payable quanerly at a minimum. is 
based OR LIBOR plus a margin based on the Company’s leverage ratio or prime. The cost of the Revolving Facility 
rncluder a fee on the revolving commiunent (ranging from 0.1% to 0.3%) based on the Company’s leverage ntios. 

In November 2005. the Company modified the outstanding unsecured Senior Notes. In December 2005. thc 
Company issued two series of unsecured Scnior Nolcs. $90.0 miUian of floating rate Scnior Nacr dus Dcccmbcr 2012 
and $390.0 million of 6.01% Senior Notes due D w m b e r  2015. The weighted average interest rate on lhc floating ratc 
Scnior NOV war 6.10% at Dcccmbcr 31, 2006 and 5.33% at Dcccmbcr 31. ZOOS. The svcragc interest rate under thc 
floating ratc Senior Note during 2006 wm 5.85%. 

The Company capitalized W.8 million in dsfcrred financing costs in 2005 as a result of thcsc transactions. The 
Company cxpcnscd $4.2 million in capitalized costs BS a component ofinterest expense associated with the refinancing of 
the previous crcdit arrangement. 

The Company USE derivative insuuments to modify its exposure to inferest rate flucluationr on i ts  debt. The Tern 
Loans, Revolving Facility, and Senior Notes contain covenants that require the Company to meet certain financial ratios 
and pl-resuictions on the payment of dividends.sale of assets,bomwinglcveI, rncrgers.and purchascsofcapitalstFk, 
assets, and investments. 

Future principal payments under the current debt arrangements, excluding obligations undu capital leases and other 
not= payable, are as follows: none in 2001, $242.5 million in 2008, 1611.8 million in 2009, $812.0 million in 2010, 
$220.0 million in 201l and $715.0 million fmm 2012 10 2015. FUN- minimum payments under capital leases are as 
follows: $9.3 million in 2007, $7.3 million in 2008. $7~3 million in 2009, $5. I million in 2010, $4.5 million in 201 1 and 
$5.4 million thereafter. 

11. Mandatorily Redeemable Interests in Subsidiaria 

. . . . . . . . . . . . . . . . . .  I - 106,862 
Animal Planet LLC . . . . . . . . . . . . . . . . . . . . .  - 8O.C” 
Animal Planet LP. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . .  48.950 48.840 
People 8r AN Labn America and Animal Planet Channel Group. . .  . . . . . . . . . .  45,815 36.800 

Mandatorily rcdccmilblc i n t c r ~ ~ t s  in subsidmics . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . .  594.825 272.502 

. . . . . . . . . . . . . . . . . . . . . . . .  
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

-- 
__ 

D i r c w c r ~  Times 
In April 2002. the Company sold s SO% intercst in Discovery Times Channrl 10 the Nrw Ymk Tiimci ~Ni”) for 

$100.0 million. Due to the N y T ‘ s  redemptian rights, this msac t ion  resulted in no gain or loss 10 the Company. In 
SeptemberZW6,NYTc*ercisedill nght toputitsinlercst back tothcCompany farSIW.Omillion.Riortothcex~~iscd 
put. the Company accreted 01 decreted the mandatorily redeemable interest in a subsidiary through the rcdemplion date to 
its cstimotcd rcdcmption vahc. n c v ~ r  dccrctiing below the NYT’s estimated minority intcrcst. The Company updated its 
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estimate of the redemption value and estimated minority interest cach period The Company rccordcd decrction of 
$6.9 million in 2006 as a result ofthc rcdcmption. and dccntion of $19.5 million in 2005 and accretion of $1.3 million in 
20% as a result of valuation adjustments to minority interest expense. 

FifTV (formrrl~, known as The Health Nehuork) 

Fox Ematainmcnt Group rFEG'? had the right, from Deccmbcr 2003 to February 2W4. to put its Fit" interests 
backtothcCompany.InDecember 2003,FEGnotifiedthcCompanyofitsintcntion toput itrinterestinRtTV back tothe 
Company.The Company acquired this interest for approximately $92.9 million in ZOOS. Thc Company recorded demetion 
of $1.1 million in 2w4 to minority interest expensc. 

Animal P h c f  LLC 

In April 2004. the BBC nnified the Company of its intention to put its interest in Animal Planet LLC back to thc 
Company. The rcdcmption value of $80.0 million was paid in April 2006. The Company recorded accretion of 
$30.0 million and $50.0 million in 2005 and 2004 lo minority idurst  expense. 

Animal P&nd LP 

One of the Company's srockholden held 4 4 . W  senim preferred partnership units of Animal Planel LP ("APLP') 
that have a redemption value of $M.O million and carry a raft of return ranging h m  8.75% to 13%. Payments n e  made 
quancrly and totaled $4.6 million during 2006 and 2005 and $5.8 millioo during 2 W .  APLP's scnior prcfcrrcd 
partncrahip units may be called by APLP during the period January 2007 through December 201 I for 544.0 million, and 
may be put to the Company by the holder beginning in January 2012 for $44.0 million. In January 2007, the Company 
cxcreissditscallrightsandpaid$44.0Mllionpluraccruedintaest ofS0.5 milliononJ1nuary31,2007.AtDcccmber 31. 
2006, and 2005. the Company has rrcardcd Ihk security at the redemption value of $44.0 million plus accrued rcNrnr of 
55.0 million uld 54.8 million. Pmfemd r e r m  hnvc been recorded as a campnenl of interest expense based on a 
constant rate of ret- of 10.75% through the full term and aggregated 54.7 million in 2006. 2005 and 2004. 

People & A r f s  I d i n  America and Animal Plmtrf Channel Croup 

The BBC has the right. upon a failurn of the Pwplc & Am Latin Amcrica or the Animal Planct Channcl Group 
(comprised of Animal Planct Europe, Animal Plancl Asia, and Animal Planel Latin America), he Channel Groups. to 
achieve certain financial performance benchmarks to put its interests back to the Company for a value determined by a 
specified formula every thnc years which commenced Deccmbex 31. 2032. me Company accrcte~ the mandatorily 
redecmablc qui ty  in a subsidiary to its estimated redemption value through thc applicable redcmption date. The 
redemption value estimate i n  hascd on a contractual formula considering the projected results of each network within the 
channel group. 

Based on the Company's calculated performance benchmarks. the BBC has the right to put their interests as of 
December XQ5. The BBC has 90 days following thc valuation of the Channel Groups by an indepcndenr appraiser to 
exocisc their right. During 2006 the Company war notitied that the BBC i s  evaluating whcthcr 10 cxccutc l k i r  rights 
undexthcagrcemcnt.ArofDccanbcr31.2006,theBBC hasnoradvisedthcCqmpanyoftheirintsntion.ThcCompanyis 
now accnting to the 2008 redemption date and has estimated a redemption value of 545.9 million as of December 31, 
2006. Accretion lo the redemption value has b m  mordcd as a component of minonty interest expense of $9.1 million. 
$34.6 million, and $2.2 milliao in 2006.2005 and 2004. 
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12, Commitments and Contingencies 

R l t Y r t  Miainm PaJmtmtd 

2007 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  5 83.533 260,829 86.965 431,327 

2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  60,850 50,556 54,635 166,041 
2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  52.683 44,129 17.388 114.200 
7.011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  47,932 43,295 7.876 99.103 

2008 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  78,999 55,447 61,467 195.913 

nberearur.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  176,070 43,837 1,120 221,027 
. . .  . . .  . . . . . . . . . . . . . . . . . . . . . . .  $500,067 498W3 229,451 1,227,611 Total 

Expcnscs recorded in c o n n d o n  with operating leases, including rcnt cxpenw. w c x  $142.5 million. $142.1 million 
and $127.8 million for the years ended December 31.2W6.2005 and 2W. The Company rcccivcs contributions from 
certain landlords to fund Icaschhold impravcmcntr. Such contributions mc rccordcd as dcfcmed rcnt and monhcd as 
reductions to lase c x p s e  over the lease tcm. Ccrtain of the Company's lcascs provide for rental rates that increase or 
dccrcasc over time. Thc Companyrccognkcs operating last minimum mntals on a suaight-line basis ovcrthc lease term. 
Thc Company's dcfcrred mt balance was $37.4 million and $29.8 million at Dcccmbcr 31,2006 and 2005. The lease 
term bsgins on tho d s u  the Company has access to the lcascd property. 

_ _ ~ _ _ ~  
- ~ _ _ _ _ _  

In August 2005, the Company sublcased rcntcd pmpeny and guarantad third pany pcrfonnancc undcr the lase.  The 
guarantcc for ths 55.2 million value of the lease is full and unconditional, through March 2008. The Company has o t h a  
guarantees totaling $ 4 1  million. 

the C V C ~ I  specific business mctrics arc achicvcd totaling up to $13.5 million ovcr 3 years (see Nnc 4). 
The Company has ccrtain contingent considmations in conncctian with the acquisition of Pctfindcr.com payable in 

In connection with thc long-term dislnbution agmmcnts for ccrtain of its Europan cable networks. the Company 
commiucd to pay a satcllitc system opcrator 25% to 49% of the fair MIUC of these networks. if any, as of k c r n b c r  31, 
2006. The Company completed ncgotiatims forthc rcncwcd dislnbution agreements including additional Eumpcan cable 
networks in lmuary 2W7, induding an inducement payment of fl00.O million (approximately U.S. $185.4 million). 
which also sculcd any liabibtics from thc prior a p m c n t .  Thcvalue of thcnctworks. and the Company's liability thcmn, 
are matcrially impacted by the terms of fuhlre renewed distribution agrccmentr with the satellite system operator. The 
commitment was designed as an inducement for rencwcd distribution agncmcnu. As of Dcccmbcr 31. 2W6, the 
Company has recorded a liability ofs10.4 million ssmciatd with this m g c m c n t  bascd on thcrangc of estimated valuer 
of the networks at the t&ation of the a m e n t  without renewed distribution agreements. The balancc of the 
inducement payment will be deferred and amonllcd as a reduction of revcnuc over a five y m  pi&. 

The Company is ralcly responsible for providing financial. optional  and administrative ruppon to the IW. IVN, 
Animal Planet Latin America, People & A N  Latin America. Animal Planet Aria, and Animal Planet Eurapc ventures and 
has committed to do IO thmugh at least fiscal 2007. 

The company is involved in litigation incidental 10 the conduct of its burinerr. In addition, the Company is involved 
in negotiations with arganizstiationr holding the rights to music used in the Company's cantent. As glabal music righu 
societiu evolve, the Company uses all information available to estimate appropriate obligations. During 2M5. DCI 

its music iighu reserves and recorded a net reduction u) cost of revenue of approximately $11.0 million. The 
-s related to these music "Rhu are adequate and doer not expect the ~ulcome of such 

litigation and negotiations to have a matend adverre effect on the Company's m~ults of operations. cash flows, or 
financial position. 

13. Employe Savmgr Planr 

The Company maintains employee ravings plans, defined contribution savings plans and a supplcmental deferred 
compensation plan for celtain management employees, together the "Savings Plans:' The Company contributions to the 
Savings Plans were $9.9 million, $8.2 nillion and $6.8 million during 2006. 2M)5 and 2004. 
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Notes to Consolidated Financial Suiteinen@- (Continued) 

14. Long-term Incentive Plans 

In October 2005, the Company csmblirhed a new long-term incentive plan. At inception of the plan. eligible 
patticipants inonecfthc Company’s previously atablished long-mm incentive planschosctoeithcrcontinucin that plan 
or 10 redeem their vested units at the December 31, 2004 valuation and receive partially vested units in the new plan. 
Substantially all panicipanu in the previously established plan redccmd their vcsted units and received psnially vcstcd 
units in the new plan. Certain eligible employees WCTC granted new units in the new plan. 

Units @ally vcricd in thc new plat, have vesting similar to units in tbc prcviourly crtablirhed plan New units 
awarded vea 25% p~ year The units in the new plan an indexed to the market price of Class A DHC stock. Every two 
ye-, one qu&r of the units awarded will cxpirc and the cmplaycc will rcccivc a cash piymcnt for thc increase in vdue 
throughout an cighl-year period after h e  grant date. The Company has authorized the issuance of up to 31.9 million units 
under this plan. 

Prior to October 2005, the Company maintained two unit-based. long-term incentive plans with substantially similar 
terms. Uniu were awarded to eligible employees following their one-year anniversary of hire and vested 25% per year 
therafter. Upon cxercx. participanls rcceivcd the increase in valuc from the date of issuance. Thc value of the units was 
based on changes in the Company’s value as estimated by an external investment-banking firm utilizing a specifled 
formula of Company business rneuics. Thc avcragc assumptions used in the valuation model included adjusted projected 
operating cash flows segregated by business group. The valnauon dso included a business g r w p  specific diswum rate 
and terminal valuc based on business risk. The intrinsic V ~ U C  for unit appreciation had bccn rccardcd as compcnrstion 
expense over the period the units were outstanding. In Augun2W5, the Company discontinud one of these plans. which 
rrsultedinthcfullvatingandc~hrcdcmprionofunits atthcDcccmbcr31,UM4valuation,including a2546pruniurnon 
appreciated value. 

Upon voluntuy termination of crnployment, the Company distributes 15% of thc inmnsie d u e  of the patticipant’s 
vcstcd units, as panicipants are required 10 comply With post-employment obligations for one year in ordcr to reCeive 
remaining bcncfits. The Company’s cash disbwscmcnts under the new plan aggmgatcd $0.3 million in 2006. Thcrc wcm 
no payments during 2005 related to the new plan. The Company’s cash disbursements undu the prior plans aggregated 
$325.8 million and $45.9 million during 2005 and 2004. Compensation crpensc lmdu thc prior plans was $20.4 million 
and $68.8 million in 2W5 and 2004. The fair value of the units issued unda  the new plan has been determined using rhe 
Blact-Schola ophn-pricing modcl~ The cxpcctcd volatility mprrscnu the calculated volatility of tho DHC rtodt prim 
over each of rhe various ulnbacfusl terms. As a result of the limited trading history of the DHC stock, this amount w u  
d=tcrmincd based on an analysis of DHC’r industry pect p u p  mer the camesponding periods. 

In 2006 and 2005, the weighted average assumptions used in this option-prjcing modcl were as follows: 
Year Ended 

Decsnber 31. 
ZOO06 2mS - -  Wel@ned Averqe A-pUoW 

Risk-free interest rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4.19% 4.36% 
Expected tern (years) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4.42 4.75 

Dividend yield . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  0% 0% 

Thc wdghtcd average grant date fair vslucs of units granted during 2006 and 2005 wcrc $6.48 and $5.83. The 
weighted avemge fair valuer of units outstanding are $6.71 and $6.63 at Deccmbcr 31, 2006 and 2005. Compensation 
expense in connstion with thc ncw plan was $39.2 million in 2006 and 529.1 million in 2005. Included in the 2005 
cxpcnse is $12.8 millioB related to the exchange of the panially vested units which represents thc difference bctwccn the 

Unl tP  
outstanding under the new plan w g c  $84.2 million and $45.5 m i l h  at December 31, 2006 and 2005. 

Expstcd volatility . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  27.07% 30.36% 
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The following table summarizes information about mil  uansadons (units in millions) for the new plan: 

Outstanding at l a n u ~ y  1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  24.2 $14.82 - s -  

units g ran ted . .  . . . . . . . . . .  . . . . . . . . . . . . . . . . .  3.5 16~36 16.4 15.81 
Unils exercised . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (0.1) 13.12 - 
Umls redeanedcancclled. (1.3) 15.43 __ - 
OutslaodingatDecember31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  E 14.82 

UNts exchanged . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - - 7.8 12.77 

- 

. . . . . . . . . . . . . . . . . . . . . . .  __ 

Vested at Dccember 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  85 s13.7B 1-6 $11.22 

The Company has classified as a current liability $43.3 million for the intrinsic value of units that arc or will become 
fully vested and potentially payable in the next twelve months. The aggregate intinsic value of units outstanding at 
Dccemkr 31, 2006 and 2005 is $82.0 million and 550.1 million. At December 31, 2006, lhcrc was $92.0 million of 
unrecagnizcd CompenSahOn cost related 10 unvested units, which the Company expects to recognize ovv a weighted 

Thcfollo\uingtabl~rummuizcs infamationabout unit awardsoutstanding at Demmbo 31, U)06(unitrin millions): 

- - - -  

average period of 2.2 years. 

Unit Price ___ 
$3.48, . . . . . . . . . . . . . . . . . . .  0.1 
17 . c  . . . . . . . . . . . . . . . .  0.6 
$12.52 . . . . . . . . . . . . . . . . . . .  5. I 
615.81 . . . . . . . . . . . . . . . . . . .  17.1 
116.22. . . . . . . . . . . . . . . . . . .  1.1 
$15.84 . . . . . . . . . . . . . . . . . . .  1.3 
117.22.. . . . . . . . . . . . . . . . . .  - 1.0 

'mal  . . . . . . . . . . . . . . . . .  26.3 - - 

3.75 
3.75 
3.75 
3.14 
4.25 
4.75 
9 
3.86 - - 

0.1 3.75 
0 ~ 6  3.75 
3.3 3.70 
4.5 0.83 
- - 

The following table summarizca infomation about unit transactions (units in millions) for prsviously established 
plans: 

1005 
Wehled 
AVWX*e 
Exndra 

unite mca - -  
Outstanding at January I . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  25.6 $24.10 
Units exchanged.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (7.8) 34.31 
Unitsgrantcd..  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  0.5 37.35 
Units redermedlcancelled . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (18.3) 20.53 

Outstanding at December 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
- -  

- - 
Vested at Dcccmbcr 3 1 . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - _ _  
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DISCOVERY COMMUNICATIONS, INC. 

Noles to CansolidaIed Financial Statements - (Continued) 

15. Income Tsxes 
Yur Emdrd Lknmbrr 31, 

210( m5 2w 
in l h a r a n d s  

~ _ _ -  In- Fa Expanrr 

Cumnt 
F e d v a l . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 3,906 (1.479) (231) 
Sla te . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4,101 (3,205) 3,952 
Foreign.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  59.879 57,644 32,556 

Total c u m 1  incomc fax provision . . . . . .  . . . . . . . . . . . . . . . . . . .  67.886 52.960 36,277 

Deferred 

_ _ - _ _  
- - _ _  

Federal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  103.672 95,098 95.761 
Slate.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3,707 16,298 7,723 
Forcign (3,637) (3.851) - . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total dcfclred income tax expense . . . . . . . . . . . . . . . . . . . . . . . . . . . .  103.742 107.545 103.484 

. . . . . . . . .  . . . . . . . . . . . .  5,160 1,838 2,038 Change in valuation allowance 

Total income tax expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $176.788 162.343 141,799 
_ _ _ _ _ _  
- -=  

Ikesnhl31.  
2006 1ws 

Current Nom-nrreat Current Nonmrrcd 
la ?husand, 

_ _ _ _ _ _ _ ~  Delrmd I n a m  T U  *Isre and U a b U l ~  

Assets 
Loss carryforwards . . . . . . . . . . .  . . $19.855 27.712 43,470 61,974 
Cornpensatlo" . . . . . . . . . . . . . . .  . . 30.981 15,563 15,185 12,432 
Acclucd expsnrcs - . . . . . . . . . . . . . . . . . . . . . . . . . . .  12,088 14,981 17,769 
Reserver and ~ I ~ D W P ~ C C S  . . . . . . . . . . . . . . . . . . . . . . .  10,938 - 10.392 463 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  8574 - 3.823 Tax credits.. - 
. . . . . . . . . . . . . . . . . .  3,141 - 7,052 Derivative financial instruments - 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  10,445 - 86,039 Investme" ts - 
Intangibles. . . . . . . .  - 104.078 - 41,401 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4,301 20.897 3,689 11.732 

78.163 205.391 90,505 224,916 
_ _ _ _ _ _ _ _  

.. . . . . . . . . . . . . . . . . . . . .  (26,552) - - - (21.392) 

Toid deferred income lax . . . . . . . . . . . . . . . . . . .  78.163 178,839 90.505 u)3.524 
Liabilities 

Valuation allowance. ~ - 

. . . . . . . . . . . . . . . . . . . . . . .  ~ - (1 1,9481 Acmlaated dcprcciation (6,164) 
Content rights and defemd launch incentives.. . . . . . .  - (200,732) - (109,009) 

. . . . . . . . . . . . . . . . . . . . .  (12.936) - (4.103) Foreign currency uanslation - 
. . . . . . . . . . . . . . .  (8611 - (1,920) Unrcalized gains on invcrtrnents.. - 

Total deferred incornc tan liabilities. . . . . . . . . . . . . . . . .  (2,007) (225,128) (1.740) (134,208) 
D d d  income tax assscls (liablliticr). net. . . . . . . . . . . .  676.156 (46,289) 88.765 69.3L6 -- - 
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Year Ended 
Dsrmbrr 31, 

1o(M 2005 % - -  
Federal statutov rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  35.0% 35.0% 35.0% 
Increase (decrease) in tax rate arising from: 

State income taxes, net of Fedcml benefit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1.4 3.0 2.4 
Foreign income IPXCE, net of Federal benefit . . . . . . . . . . . . . . .  8.5 9.3 6.4 
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1.1 3.1 2.0 - - -  

Effective income tar ratc . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

The Company has Federal operating loss carryforwards of 656.7 million that k g i n  to expire in 2021 and state 
operating loss canyfomards of $728.1 million in various state jurisdictions available to offset futurc taxablc income that 
expire in various amounts through 2025. Thc Company also has $8.6 million of allcrnativc minimum tax credits that do 
not have an expiration date. 

%% 50.4% -% - - - -  

Deferred tax asscts are reduced by a valuation allowance relating to the state tan knefits altnbutabls to net operating 
losses in cenain jurisdictions where realizability is not more likely than not. 

16. Financial Instruments 

Derivafivr Firrancia1 Inrtrumrnlr 

The Company uses dcrivativc financial instruments to modify i ts exposure to markct risks from changw in inlacst 
rates and forcign exchange rates. Thc Company docs not hold or cntcr inlo financial insvumme for spcculativc trading 
p"rp0SCS. 

Tk Company's intcrcst sxpcnsc is sxpmed to movements in short-term intcrcst rates. Derivative insmmcnts, 
including born hed to variable and variable to fixcd interest rate instruments, are used to modify this exposure. These 
insmments include a combination of swaps, caps. collars, and other struchxed instruments to modify interest rate 
exposure.AtDcccmbcr 31 .206md2W5.  thevariabletofuiedinterutralctns~ments haveanobonalprincipal amount 
of $1,025.0millionand 91,200.Omillion andhavsaweighted aversgeintercstrateof5.09%and5.82%.AtDccember3l, 
2006 and 2005,thc fixed to variable interest nte agreements have a notional principal amount of $225.0 million d have 
a weighted average interest rate of 9.86% and 8.39%. At December 3 1 , 2 0 6 ,  the Company held an unexercised intcrest 
rate swap p t  with a notional amount of $25.0 million at a fixed ntc of 5.44%. As a result of u m a l i z d  ma& to market 
adjustments, the Company recorded 510.4 million. $29.1 million and $44.1 million in gains on lhcsc instruments during 
2006.2005and20W.Thefairvalueofthesederivativcinsmmentsis m r d e d a s  acomponentoflong-tcrmliabilities and 
other current liabilitics in thc conrolidatcd balancc sheets. Changes in the fair value of thcsc derivative instrummu arc 
mordcd as a compencnt of opcrating cash flows. Thcsc dcrivativc insmmcnts did not rcccivc hcdgc accounting 
matmcnt. 

The foreign exchange instruments used are spot. forward. and option c~ntracts. Additionally. the Company enters 
into non-duignated fonvard conmce to hedge "on-dollar denominated cash flows and foreign cwency  balances. At 
December 31. 2006 and 2005, the notional amount of foreign exchange derivative conttacIs was $364.1 million and 
$91.4 million. As a result of unrealized mark to market adjushncnts. the Company recognized a $2.0 million gain and 
%2.3million andS0.4millianinlorresmthweinsmmentsduring2006,2005 andZW4.Thefairvalueofthffiederivativc 
insmmts is recorded as a componcnt of long-term liabilities and &r cuncnt liabilities in tho comolidated balance 
shecls. Tbcsc dcrivativc insvumcnts did not receive hedge accounting trestmenl. 

The 
value of the hedges at closing was $3.3 million. These derivauves received hedge accounting treatment and the deferred 
gain has been recorded PE a component of Other Comprehensive Income (LOSE). net of taxes and is being amortized as an 
adjustment to interest expense 

Fair h l u r  of Finencia1 Imbunmfs 

The fair values of cash and cash equivalents. receivables. and a m u n t s  payable approximate their canying values. 
Marketable equity secuntics arc &cd at fair value and fluctuations in fair value arc recorded through other 
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comprehensive income. Lorser 00 investments that are other than temporary declines in valuc are rccordcd in the 
statement of operations. 

n e  carrying amount of lhe Company's borrowings was $2.641 million and the fair value was $2,702.0 million at 
December 31. 2006. The carrying amount of thc Company's borrowings was 52.597.0 million and the fair valuc was 
$2.674.0 millim at December 31. 2005. 

The c q i n g  amomt of all derivative instruments represents their fair value. The net fair value of the Company's 
shonandlong-termderivativeinstrumenUis$(6.5)inilliunatDccember31,2006; lS.O%, 37.0%,0.0%,2.096,and43.0% 
of lhcsc derivative insuumcnt convacts will e r p k  in 2007.2008. 20D9.2010 and rhtrdter. The net fair value of thc 
Company's short and long-term derivative insuumene was S(19.8) million at December 31, 2005. 

The fair value of dcrivalivc contracts was estimated by obtaining interest rateand volatility market data fmm brokerr. 
AS of December 31.2006, an estimated 100 basis point parallel shift in the interest rate yield CUNC would change rhe fair 
value of the Company's portfolio by approximately $9.5 million. 

Crsdir Concrnmionr 

The Company continually monitors i s  positions with. and the credit quality of, the financial institutions that arc 
counterpinier to its financial insmmcnts and dms not anticipate nonperformance by the counterpanies. In addition, the 
Company limits the amount of investment credit exposure with any one institution. 

n e  Company's trade receivables and investments do not represent a significant concentration of credit fisk at 
Dcccmbcr 3 I ,  2006 due to the widc vancty of customm and markets in'which the Company operates and their dispersion 
X~DSI many geographic are=. 

17. Related Party Transactions 

The Company identifies related parties as investors and their consolidated businesses, the Company's quity 
invcrtments. and the Company's cxecutive management. The most significant toansactiom with related parties result from 
companies that dismbutc networks, prcducc content, or provide m d i a  uplink sew ice^. Gross mcms camcd fmm mlatcd 
partics was $90.0 million. $73.7 million and $71.8 million in 2006,2005 and 2004. Accounls receivable from these 
mtitics were $15.0 million and $17.0 million at December 31, 2006 and 2005. Purchases from related padm totaled 
$83.3 million. $71.4 million, and $133.2 million in 2006. 2WS and 2oW; of these $8.4 million. $23.1 million and 
$91.0 million relate to capitalized assets. Amunu payable to therc panics totaled 12.4 million and $2.3 Mllion at 

December 31,2W6 and 2005. 
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SIGNATURES 

Pursuant 10 the requirements of Section 13 or 15(d) of the Secunues Exchange Act of 1934, the Registrant has duly 
caused this report to be signed an its behalf by the undersigned, thereunto duly authorized. 

Dated: February 28. 2007 

DISCOVERY HOLDING COMPANY 

By Id lohn C. Malone 
John C. Malonc 
Chief Executive officer 

Pusuant to the requirernenlr of the Securities Exchange Act of 1934. this mpoa has been signed below by the 
following persons on bchalf of the Regirtrani and in the capacities and on the date indicated. 

February 28, 2007 

February 28, 2M)7 

/sl John C. Malone 
John C. Mahne 
Chairman of the Board, Director 
and Chief Executive Officer 

Is/ Robea R. Bennett 
Robca R. Bcnnctt 
Director and President 

February 28, 2007 Is/ Paul A. Could 
Paul A. Could 
Director 

February 28. 2M)l 

February 28. 2W7 

February 28, 2W7 

February 28, 2007 

Id M. LaVoy Robiron 
M. LaVay Robison 
Director 

Is/ 1. David Wargo 
1. David Wargo 
Director 

Id David J.A. Flowers 
David 1.A. Flowers 
Senior Vice President and Treasurer 
(Rincipal Financial OEccr) 

/d Christopher W. Shean 
Christopher W. Shean 

(Rincipal Acwunting Officer) 
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EXHIBIT INDEX 

Listed below are Ihe exhibits which are filed as a parl of this Repon (according IO the number assigned to them in 
Item 601 of Regulation S-K): 

2 -Plan of Acquisition, Reorganizarion. Arrangsment. Liquidation or Succession: 
2.1 Rearganization Agreement among Libcny Media Corporation. Discovery Holding Company (“DHC”) and 

Ascent Media Group, lnc. (incorporated by reference to Exhibit 2.1 to DHC‘s Registration Statement an 
Form 10, dated July IS, 2005 (File No. OOO-51201) (the ”Form IO)). 

Restated Cenificate of Incorpmtlon of DHC ( incomatcd  by reference to Exhibit 3.1 to thc Form IO). 
Bylaws of DHC (incorporated by reference 10 Exhibit 3.2 to the Form IO). 

3 ~- Articles of Incorporation and ByI~ws: 
3.1 
3.2 

4 ~~ lnrlrumcnts Defining the Rights of Sccuritisr Holdcn. including Indcnturcr: 
4.1 

4.2 

4.3 

Specimen Cenificale for sharer of the Scricr A common stock, par valuc S.01 per share, of DHC 
(incorporated by refcrencc to Exhibit 4.1 to the Form IO). 
Spccimcn Ccnificaa for sharer of the Series B common stock. par value S.01 per shze, of DHC 
(incorparated by reference to Exhibit 4.2 to the Form IO). 
Righu Agreement between DHC and EquiServe T N S ~  Company. N.A.. as Righu Agent (incorporated by 
reference to Exhibit 4.3 10 the Form 10). 

The Shareholders Agreement. dated a3 of November 30, 1991 (the “Stockholders’ Agreemcnf’). by and 
among Discovery Communications, Inc. (“Discovery”), Cox Discovery, IDC. (“Cox”). Newschannels TDC 
Investments. Inc. (‘‘NcwChannelf’). TCI Cable Education, Inc. C‘TCID”) and John S. Hendricks 
(“Hendncki‘) (incorporated by refcrcnce to hh ib i t  10.1 to the Form IO). 
First Amendment to the Stockholders’ Agreement. dated as of Deccmber 20. 1996. by and a m n g  
Disco~ery. Cox Communications Holdings, Inc. (the L U C C ~ S I O ~  to Cox). Newhouse Broadcasting Corporation 
( the successor to NewChsnnels), TCW. Hcndricks and for thc purposes stated therein only, LMC Animal 
Planet. Inc. (“LMC‘3 and Liberty Media Corporation, a Colorado corporation (‘Zibcw) (incorporated by 
reference to Exhibit 10.2 10 the Form 10). 

Second Amendment to the Stockholders’ Agreement. dated as of September 7. ZOW, by and among 
Discavery, Cox Communications Holdings. Inc. ( t k  succcsso~ to Cox), AdvanccMcwhouss R o p m m i n g  
Pannership (the SUCCCSJDI to NewChannels), LMC Discovery, Inc. (formerly known as TCID) and Hmdricks 
(incorporated by referencc to Exhibit 10.3 lo thc Form IO). 
Third Amendment to the Stockholders’ Agreement, dated as of Septtrnbcr. 2001, by and among Dincovcry. 
Cox. NewChannels. TCID, Hendncks and Advance Programming Holdings Corp. (incorporated by rcfcrence 
to Exhibit 10.4 to the Form IO). 
Folllth Amendment to the Stockholders’ Agreement. datcd 8s of lunc 23, 2003. by and among Discovery. 
Cox NcwChannclr. TCW. Libcny Animal. Inc. (the successor in interest 10 LMC) for the purposes stated in 
the First Amendment to the Stwkholdcrr‘ Agreement. and Hendricks (incorporated by rcfcrencc to 
Exhibit 10.5 to the Form IO). 
Form of Tax Sharing Agreement betwccn Libeny Media Corporation and DHC (incorporated by rsfcmncc to 
Exhibit 10.6 to thc Form IO) .  
Discovery Holding Company 2005 Inccnuvc Plan (incorporaled by reference to Exhibit 10.7 to the Form 10). 

Discovery Holding Company 2005 Non-Employee Director Plan (inmqmratcd by rcfcrcncc to Exhibit 10.8 
to the Form IO). 
Discovery Holding Company Transitional Stmk Adjusuncm Plan (incorporated by refarmce to Exhibit 10.9 
to the Form IO). 

Agreement, dated lune 24. 2005, betwccn Discovery and DHC (incorporated by reference ID Exhibit 10.1 1 
to the Fbrm IO). 

10 - M a t e d  Contracts: 
10.1 

10.2 

10.3 

10.4 

10.5 

10.6 

10.7 
10.8 

10.9 

.- 

10.1 1 

10.12 Indemnification Agrermcnt, dated as of lune 24. 2005, between Cox and DHC (incorporated by reference to 
Exhibit 10.12 to the Form 10). 

10.13 

10.14 

Indemnification Agreement. dated as of lune 24, 2005, between NewChanncls and DHC (inmqwratcd by 
reference to Exhibil 10.13 to the Form 10). 

Form of Indemnification Agreement with Directors and Executive Officers (incorporated by reference to 
Exhibit 10.14 to the Form IO). 
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